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a	major	 force	 in	 the	world,	 its	continuous	growth	 in	 fiscal	surpluses	and	accumulation	of	
wealth	 are	making	 up	 an	 expanding	 segment	 of	 the	 capital	 market.	 Traditionally,	 state‐
owned	 enterprises	 (SOE)	 and	 banks	were	 important	 sources	 of	 international	 real	 estate	












































































































































































































































































The	 thesis	 starts	 by	 identifying	 the	 investment	 landscape	 in	 both	 domestic	 and	
target	 foreign	 countries	 to	 illustrate	 the	 timeframe,	 policy,	 market	 and	 economic	
environments	that	are	applicable	to	private	real	estate	investments	from	China	to	the	U.S.,	
and	elucidates	stark	different	and	common	factors	in	both	markets.	The	real	estate	market	
in	 China	 has	 provided	 investors	 with	 high	 yields	 and	 returns	 prior	 to	 a	 series	 of	
governmental	housing	market	 cooling	measures	 in	2010.	 In	addition	 to	 these,	 regulatory	
controls	 in	 China,	 limited	domestic	 investment	 opportunities	 and	 saturated	 first‐tier‐city	
market	also	greatly	constrained	 the	 investment	diversification	and	channels	 for	available	
capital	in	the	country.	Meanwhile,	as	the	U.S.	real	estate	market	began	to	recover	from	the	
2008‐2011	 recession	 period,	 plummeting	 property	 prices,	 transparent	 market	
environments	and	high	quality	long‐term	rent‐generating	assets	became	more	attractive	to	
the	Chinese	private	investors	seeking	for	risk	adjusted	returns	and	effective	diversification	
for	 their	 domestic	 portfolio.	 The	business	 opportunity	 emerges	between	 the	demand	 for	
capital	 to	 boost	 the	 economy	 in	 the	 U.S.	 real	 estate	 market	 and	 the	 supply	 of	 Chinese	
private	outflowing	capital.	
This	thesis	then	analyzes	the	ebb	and	flow	of	Chinese	private	investments	to	the	U.S.	
real	 estate	 market,	 with	 specific	 focus	 to	 the	 barriers	 and	 risks	 associated	 with	 these	
markets,	 and	 further	 examines	 challenges	 that	 impact	 the	 Chinese	 private	 investor	






After	 identifying	 the	 important	 policy	 indicators,	 this	 thesis	 examines	 the	
investment	 vehicles	 and	 structuring	 issues	 facing	 the	 Chinese	 private	 investors,	 such	 as	
constraints	for	setting	up	a	business	in	the	U.S.	by	recounting	the	most	used	legal,	financial	
and	tax	strategies	of	the	current	investments	that	are	taking	place.		






by	 observed	 dynamics	 between	 the	 characteristics	 of	 the	 Chinese	 investors	 and	 the	
anticipated	changing	investment	landscapes,	domestically	and	abroad.		
Policy	and	regulation	supports	from	both	countries’	governments	are	crucial	to	the	





















research	 methodology	 is	 mostly	 qualitative	 investigations.	 Research	 tools	 employed	 are	
listed	below:	
Literature	reviews:		
This	 thesis	 research	 covered	 relevant	 and	 accessible	 current	 literatures	 issued	by	
the	 Chinese	 government.	 Much	 of	 the	 referenced	 literature	 illustrates	 governmental	
policies	 regarding	 real	 estate	 market	 cooling	 measures	 and	 affordable	 housing	 price	
control	 programs.	 Other	 academic	 literature	 and	 documents	 created	 by	 academic	 or	
industry	 entities	 have	 been	 reviewed	 to	 ascertain	 the	 impacts	 of	 economic	 growth	 and	
activity	 on	 Chinese	 home	 market	 and	 the	 investment	 destination	 market	 in	 the	 United	




Eight	 interviews	 among	 industry	 practitioners	 were	 conducted.	 The	 practitioners	





the	 types	 of	 properties	 they	 mostly	 are	 interested	 for	 investment	 opportunities,	 and	 to	
identify	 their	 common	 concerns	 and	 challenges.	 The	 interviews	 among	 the	 industry	
practitioners	 included	professionals	 from	real	 estate	private	 funds,	 real	 estate	brokerage	





of	 financial	 liberalization	experimental	policies.	 	Wenzhou	 is	considered	the	birthplace	of	
China’s	 private	 economy	 and	 the	 entrepreneurship	 capitalism.	 It	 has	 the	 history	 of	
underground	 lending	 and	 capital	 flows.	 The	 new	 policy	 composed	 of	 two	major	 parts—
allowance	of	private	lending	and	lift	of	direct	oversea	investment	limit	to	200	million	USD	
—is	seen	as	the	legalization	for	the	current	underground	capital	flows	and	liberalization	of	















enterprises	 in	 the	rural	areas,	which	are	strictly	sponsored	and	regulated	by	 the	Chinese	
government.	Additionally,	these	investors’	operating	companies	are	not	publicly	traded	on	
a	stock	exchange.			
Currently,	 Chinese	 domestic	 private	 equities	 (PE)	 are	 divided	 into	 four	 major	
categories1	based	 on	 the	 source	 of	 the	 equity:	 1.	 PEs	 funded	 or	 partially	 funded	 by	 the	
government	 and/or	 state	 owned	 entities;	 2.	 PEs	 funded	 by	 foreign	 (non‐Chinese)	
enterprises;	 3.	 PEs	 funded	 by	 bonds;	 and	 4.	 PEs	 funded	 by	 private‐owned	 entities	 or	
wealthy	 individuals.	 (Dr.	 He,	 Hualiang,	 2012)	 This	 thesis	 examines	 the	 last	 subject,	
privately	owned	PEs.	
Size:	
The	 size	 of	 the	 funds	 discussed	 in	 this	 thesis	 varies	 from	 the	 individual	 level	
investors,	whose	fund	size	is	to	meet	the	minimal	requirement	of	500,000	USD	for	the	EB‐5	
Investor	 Program,	 to	 real	 estate	 private	 equity	 that	 are	 looking	 for	 more	 substantial	
investment	options	or	development	ventures.		
Types	of	investments:	
Investments	 referred	 in	 this	 thesis	 are	market	 driven	 activities.	 Investments	with	













Unlike	 those	 in	 the	 free	and	open	market,	 the	 investment	activates	 in	 the	Chinese	
real	 estate	market	 are	 often	 largely	 impacted	 by	 the	 political	 power	 of	 the	 government.	






government	 domestic	 product	 (GDP)	 growth	 in	 China	 will	 remain	 at	 8.5%	 for	 2012,	

















segment.	 Preserving	 wealth	 has	 become	 increasingly	 important	 to	 many	 of	 the	
wealthy	 individuals.	 According	 to	 the	 study	 done	 by	 Mr.	 He,	 Hualiang	 at	 Wuhan	
Technology	Institute,	outstanding	deposits	of	households	reached	15.5	trillion	RMB	
(approximate	2.4	trillion	USD)	by	the	second	quarter	of	2006,	while	the	20%	account	
holders	 owned	 80%	 of	 the	wealth.	4	In	 2012,	 the	 Chinese	 Luxury	 Consumer	White	
Paper	 stated	 that	 there	 are	 2.7	 million	 high‐net‐worth	 individuals	 in	 China	 with	
personal	assets	of	more	than	6	million	RMB	(approximate	950,000	USD).	There	are	
























has	 always	 been	 perceived	 as	 an	 effective	 hedging	 for	 inflation	 and	 other	 risks.		
Within	 the	 top	 50	 richest	 Chinese	 published	 by	 Hurun	 China,	 24	wealthy	 Chinese	
engaged	in	the	business	of	real	estate.	 	Additionally,	Merrill	Lynch	and	Capgemini’s	
Asia‐Pacific	Wealth	Report	20086	shows	 that	 in	2007	high	net‐worth	 individuals	 in	
China	placed	21%	of	their	assets	in	real	estate	versus	a	worldwide	average	of	14%.	
“The	preference	the	wealthy	Chinese	show	in	real	estate,	along	with	the	current	drop	




Private	 real	 estate	 equities	 are	 another	 source	 of	 the	 private	 capitals.	
However,	 the	 development	 of	 Chinese	 real	 estate	 capital	 market	 has	 a	 very	 short	
history;	 guidelines	 and	 frameworks	were	 lacking	 for	 the	 legal	 setup	of	 these	 funds	
until	 the	 announcement	 of	 “Company	 Law	 of	 People’s	 Republic	 of	 China”	 and	
“Partnership	Enterprise	 Law	 of	 People’s	Republic	 of	 China”	 revision	 in	 2006.	 Since	
then,	 the	 private	 real	 estate	 equities	 have	 shown	 increasing	 activities	 and	 rapid	
growth.			









are	repaid	by	 the	sale	proceeds;	 this	process	 is	 repeated	over	and	over	 for	various	
projects.	 In	 the	 study	 of	 “Current	 Chinese	 Real	 Estate	 Private	 Equities’	 Issues	 and	
Solutions”	 by	 Li,	 Jiangtao	 (2010),	 it	 is	 stated	 that	 the	 development	 of	 Chinese	 real	
estate	private	equities	are	still	 limited	by	the	lack	of	legal	systems,	financial	market	
environment,	 immaturity	 of	 the	 real	 estate	 industry	 and	 the	 iniquity	 of	 exiting	 the	
market.	These	 factors	have	 led	 to	 the	 inference	 that	 the	Chinese	private	real	estate	










flow	 of	 good‐quality	 market	 data,	 stringent	 regulation	 enforcement	 and	 open	
transactions	that	are	easily	accessible	to	the	 investors	 in	the	free	and	open	market.	
The	real	effects	of	market	inefficiency	lead	to	the	misallocation	of	the	investments.		
Another	 implication	 of	 policy‐led	 market	 is	 high	 volatility.	 It	 is	 not	 only	




also	 impossible	 for	 them	 to	 anticipate	 what	 is	 going	 to	 happen	 in	 the	 future.	 For	
example,	the	most	recent	housing	cooling	measures	were	implemented	without	any	
warning.	 It’s	 said	 in	 China	 real	 estate	 investment	 handbook8	“the	 government	 has	
deliberately	engineered	a	 fall	 in	real	estate	prices	to	address	wide	spread	concerns	
about	 housing	 affordability,	 and	 has	 used	 mostly	 administrative	 tools	 to	 do	 so”.	
Vanke,	the	largest	real	estate	developer,	claimed	that	they	have	11	months	of	unsold	
housing	 stock	 in	 three	major	 cities	 as	 the	 effect	 of	 the	 sudden	 policy	 change.	 It	 is	
becoming	an	unspoken	rule	of	the	business	for	real	estate	investors	who	always	have	








section	 further	 elaborates	 the	 recent	 policy	 changes	 including	 three	 major	










windfall	 profit	 that	 were	 recognized	 by	 the	 developers	 and	 investors	 in	 housing	
property	market,	 the	 Chinese	 government	 released	 a	 new	 round	 of	macro	 control	
measures	 in	 April	 2010.	Major	 policies	 include:	 an	 increase	 in	 the	 down	 payment	
requirement	for	second	home	mortgages	from	40%	to	50	%;	an	increase	in	the	down	
payment	requirement	for	the	first	homes	above	90	square	meters	from	20%	to	30%;	
and	 suspension	 on	 loans	 to	 non‐local	 residents	without	 at	 least	 one	 year	 of	 social	
security	contributions	or	tax	payments.		
In	September	2010,	 the	government	 introduced	another	round	of	 tightening	
measures;	 a	 requirement	 for	 a	 30%	mortgage	 down	 payment	 for	 first‐time	 home	
buyers	 regardless	 of	 the	property	 size	 and	 the	 complete	 suspension	of	 third‐home	
mortgage	approvals.	“These	measures	have	led	to	a	decrease	in	sales	transactions	for	
residential	 properties	 in	 both	 primary	 and	 secondary	 markets”	 stated	 in	 the	
Deloitte’s	Chine	Real	Estate	Investment	Handbook.	9		
Further	 stringent	 measures	 were	 announced	 in	 January	 2011	 including	 a	
series	 of	 higher	 requirements	 on	down	payments	 for	mortgages	 and	 interest	 rates	


















housing	 market,	 as	 it	 would	 be	 more	 costly	 to	 hold	 multiple	 properties	 on	 rising	
prices;	 at	 the	 same	 time,	 the	 government	 is	 expecting	 to	 ease	 the	 drying	 fiscal	
revenue	 from	 the	 decrease	 in	 the	 land	 sales.	 Property	 tax	 policies	 are	 being	
implemented	in	two	large	pilot	cities,	Chongqing	and	Shanghai,	on	a	small	amount	of	
high‐end	single‐family	properties.	Many	real	estate	 investors	are	hugely	 concerned	




With	 the	 growth	 in	 private	 housing	 to	 be	 slowed	 down,	 the	 Chinese	
Government	 is	putting	a	 vast	 effort	 into	building	 subsidized	affordable	housing	 for	
growing	 numbers	 of	 low‐income	 households.	 During	 the	 interview	with	 a	 Chinese	










The	effectiveness	and	 real	 impacts	of	 these	 curbing	measures	are	 still	up	 to	
debate.	 In	 the	 report	 by	 Deliotte,11	it’s	 said,	 “speculative	 transactions	 may	 still	 be	
growing	 as	 long	 as	 there	 is	 liquidity	 through	 the	 ready	 availability	 of	 credit”.		
According	to	Bloomberg,	“fixed	asset	investment,	much	of	it	in	real	estate,	has	grown	
more	than	40	percent	annually	for	the	past	eight	years”,12	however,	the	market	began	






























these	 first‐tier	 cities	 as	 the	 urban	 land	 is	 more	 costly	 and	 policies	 are	 more	
stringently	 implemented	 prior	 to	 many	 other	 cities	 in	 relation	 to	 investment	 and	
ownership.	 Investors	 are	 therefore	 forced	 to	 shift	 their	 frontiers	 to	 more	 distant	
cities	 like	Tianjin,	Wuhan,	Qingdao,	Dalian	etc.,	where	they	will	have	 less	restricted	





As	 it’s	 becoming	 more	 restrictive	 to	 invest	 domestically,	 the	 Chinese	 private	
investors	 are	 seeking	 for	 alternative	 markets	 around	 the	 world.	 "America	 offers	 low	


















the	 borne	 risks.	 While	 the	 average	 returns	 in	 the	 U.S.	 Market	 seem	 to	 be	 low,	
however,	 they	 are	 adjusted	 to	 the	 risks	 they	 have	 to	 carry	 and	 provide	 long‐term	
incomes.	
What	 qualify	 as	 safe	 assets	 is	 also	 consenting	 between	multiple	 interviews.	
Investors	are	usually	 looking	 for	opportunities	 in	 large	metropolitan	areas,	such	as	
New	 York,	 Boston,	 Washington	 DC,	 Los	 Angeles	 and	 San	 Francisco;	 larger	 size	 of	
funds	 favor	 healthy	 core	 commercial	 assets	 with	 steady	 rental	 incomes,	 including	
some	Class	B	office	assets	within	 the	urban	area;	 small	 individual	 investors	mostly	
are	 looking	 for	 residential	 properties	 including	 multi‐families;	 investors	 that	 are	






Secondly,	 as	 inflation	 rate	 continually	 goes	 up	 and	 the	 properties	 in	 China	








Another	predominant	 incentive	 for	 the	Chinese	 investors	 is	 the	 immigration	
opportunity	the	destination	countries	provide.	Many	of	the	investments	took	place	in	
the	 real	 estate	 market	 of	 cities	 like	 Toronto	 and	 Vancouver,	 where	 the	 local	
government	 incentivizes	 such	 capital	 by	 providing	 legal	 residence	 in	 the	 country.		
U.S.		Government	has	been	quite	stringent	with	its	investment	immigration	policy.		As	
the	 country’s	 economy	 was	 going	 through	 recession	 and	 in	 need	 of	 the	 boosts	 of	
capitals,	the	investment	immigration	policies	have	been	relieved	since.	The	first	pilot	
investment	 pilot	 program	 was	 enacted	 in	 1992	 and	 became	 increasing	 popular	
during	recent	years.	
USCIS	 (U.S.	 Citizenship	 and	 Immigration	 Services)	 administers	 “the	
Immigration	Act	of	1990	(IMMACT	90)	“also	known	as	EB‐5.	The	intent	of	the	EB‐5	
program	is	to	stimulate	the	U.S.	economy	through	job	creation	and	capital	investment	













economically	 distress	 areas,	 and	 to	 ease	 the	 economic	 hardship	 and	 high	
unemployment.	The	entry	criteria	were	lowered	to	500,000	USD.		
With	lowered	entry	requirements,	EB‐5	visa	issues	in	2009	amounted	to	over	
4000,	 and	half	of	 these	 came	directly	 from	China	due	 to	 the	economic	growth	 that	
created	many	wealthy	 individuals.	With	 the	 current	 economic	downturn	 and	more	
relaxed	USCIS	requirements	for	the	EB‐5	program,	more	foreign	investments	in	such	
category	are	expected.		
Many	of	 the	 investment	took	place	 in	 the	real	estate	market,	and	compose	a	
large	segment	of	the	direct	investment	and	direct	homebuyers.	Besides	the	economic	
returns	and	high‐quality	assets,	 these	 investments	also	provide	the	Chinese	private	
investors	 the	 opportunity	 for	 high‐quality	 education	 and	 health	 care	 in	 the	United	
State,	 and	 becoming	 increasingly	 popular.	 As	 said	 by	 PRWeb,17		 “In	 the	 U.S.,	 the	









the	 previous	 12	months,	 according	 to	 the	National	 Association	 of	 Realtors.	 Buyers	
from	China	and	Hong	Kong	also	 spent	 $1.71	billion	on	 commercial	property	 in	 the	
U.S.	 in	 2011,	 more	 than	 quadruple	 their	 investment	 in	 2008,	 says	 Real	 Capital	
Analytics.”	
In	 a	 summary,	 the	 business	 opportunity	 emerges	 between	 the	 demand	 for	
capital	to	boost	the	economy	in	the	U.S.	real	estate	market	and	the	supply	of	Chinese	






















banks	 into	 state	 owned	 enterprises	 (SOE)	 prior	 to	 the	 private	 sectors	 to	 ensure	 the	
economic	 development	 goals	 of	 the	 country.	 The	 government	 also	 controls	 the	 capital	
outflows,	and	prevents	substantial	investments	abroad	from	happening.	Private	sectors	are	




Individual	 investors	 who	 are	 seeking	 for	 international	 investments	 are	
extremely	sensitive	to	the	foreign	exchange	limit	and	the	capital	control	regulations	




Foreign	 Exchange	 (SAFE),	 the	 total	 annual	 amount	 that	 shall	 apply	 to	 individual	
settlement	and	domestic	individual	purchase	of	foreign	exchange	is	50,000	USD	per	




essentially	 has	 prevented	 any	 meaningful	 foreign	 investments	 in	 large	 real	 estate	
transactions	from	the	individual	capital	source.	
For	 the	 privately	 owned	 enterprises,	 the	 ban	 of	 the	 outward	 foreign	 direct	
investment	was	not	officially	lifted	until	2003;	complex	application	process	must	be	
satisfied	for	government	approvals.18	Therefore,	private	companies	including	private	
real	 estate	 equity	 have	 been	 kept	 away	 from	 cross‐border	 investments	mainly	 for	
this	reason.		
The	government	has	always	 strictly	 controlled	outward	 foreign	 investments	
ever	 since	 the	 economic	 reform	 in	 late	 1970s,	 because	 outward	 investments	were	
seen	 as	 the	 substitute	 for	 domestic	 investments	 (Buckley,	 Cross,	 Tan,	 Xin,	 Voss,	
2008).		The	government	regulates	the	capital	outflows	to	prevent	the	loss	of	the	state	
assets	 that	 might	 undermine	 the	 development	 goals	 domestically.	 As	 referred	 in	
China’s	 Outward	 Direct	 Investment:	 Expanding	Worldwide,19	besides	 the	 lacking	 of	











often	recorded	 in	 the	 form	of	classified	documents	 that	are	not	easy	 to	obtain;	and	
lastly,	the	procedures	for	firms	that	are	seeking	such	approvals	are	very	complicated;	
it	requires	the	applicants	to	go	through	many	layers	of	government	entities.		
Substantial	 research	 has	 paid	 attention	 to	 China’s	 position	 as	 a	 resource	 of	
foreign	 direct	 investment,	 the	 conclusions	 are	 all	 pointing	 out	 that	 China’s	 private	
outward	 investment	 is	extremely	controlled	and	remains	very	small	 relative	 to	 the	
economy’s	size.	20As	regards	to	overseas	real	estate	investments,	they	have	faced	the	
same	 challenges	 and	 also	 have	 been	 pulled	 away	 by	 the	 higher	 growth	 rate	
domestically	in	the	past	decades.		
The	capital	control	policy	has	been	and	is	still	one	of	the	greatest	barriers	for	
private	 foreign	 investments,	 including	 those	 in	 the	 foreign	 real	 estate	 markets.	
However,	many	investors	and	funds	have	maneuvered	their	ways	out	through	other	




Smaller	 investment	 capital	 is	 usually	 divided	 into	 multiple	 pieces	 to	 stay	














the	 springboard	 for	more	 substantial	 international	 investments,	 as	 China	has	 been	
creating	 channels	 to	 allow	 two‐way	 cross‐border	 flow	 of	 RMB	 funds	 to	
internationalize	its	currency.	Chinese	enterprises	(mostly	state	owned)	can	establish	
legal	domicile	 in	Hong	Kong	by	setting	up	branches	or	 forming	 joint	ventures	with	
Hong	Kong‐based	companies;	the	branches	then	will	serve	as	holding	companies	to	
reserve	their	foreign	exchange	and	raise	capital	for	oversea	investments.22	According	




very	 few	 private	 firms	 that	 were	 able	 to	 use	 this	 method	 to	 funnel	 their	 capitals.		
Lenovo	was	one	of	successful	example	for	private	enterprise	to	invest	overseas	in	the	
















may	be	an	exceptional	 case,	however,	 it	 implies	 that	 supporting	policies	 that	allow	
for	 convenient	 cross‐border	 capital	 flows	 would	 bring	 enormous	 business	
opportunities	 and	 meet	 the	 increasing	 market	 seeking	 demands	 from	 the	 private	
sector.		
The	 suppressing	policy	on	 capital	 flow	 is	not	effective	on	controlling	 capital	
flights	 and	 unauthorized	 transactions	 through	 gorged	 trade	 documents,	 under‐
invoicing	and	underground	banking.	On	 the	other	hand,	 it	 induces	corruptions	and	
nepotism	 in	 the	 state	 owned	 enterprises,	 where	 private	 investors	 try	 to	 take	
advantage	 of	 the	 established	 SOE	 funnels	 by	 insider‐trading	 and	 self‐dealing.	 	 The	
Sate	Administration	of	Foreign	Exchange	(SAFE)	estimated	that	China’s	illegal	capital	





Evidently,	 the	 control	 of	 the	 capital	 outflows	 didn’t	 stop	 the	 oversea	
















them	 the	 second‐largest	 group	 of	 foreign	 buyers	 of	 homes	 in	 the	 U.S.	 behind	
Canadians,	 according	 to	 data	 released	 by	 the	 National	 Association	 of	 Realtors.	
Chinese	 real	 estate	 investment	 companies	 like	 SOHO	 China	 purchased	 49	 percent	









foreign	 exchange	 system,	 relaxation	 of	 capital	 control	 for	 business	 and	 individuals	
are	 the	major	 indicators	 that	 the	private	 real	 estate	 investors	 should	 be	 observing	
closely.	 Market‐oriented	 systems	 are	 anticipated	 to	 displace	 the	 policy‐controlled	
system	in	order	to	truly	transform	the	current	way	of	business	and	create	meaningful	




An	 interesting	 case	 concurrent	 with	 this	 thesis	 might	 be	 providing	 future	 policy	














a	 small	 coastal	 city	 a	 few	 hundred	miles	 to	 the	 south	 of	 Shanghai	 in	 Zhejiang	 province	
before	 the	 economic	 reform	 in	 the	 early	 1980s.	 It	 then	 became	 the	 center	 of	 the	 light	

















Wenzhou	 is	 considered	 the	birthplace	of	China’s	private	economy,	 and	 is	not	only	
known	 for	 entrepreneurship	 capitalism,	 but	 also	 the	 underground	 lending	 that	 really	
transformed	 the	 economy	 of	 the	 city.	 The	 local	 officials	 started	 to	 experiment	 “private	
lending,	 liberalized	 interest	 rates,	 cross‐regional	 competition	 by	 savings	 and	 loans	
organizations	 and	 lending	 to	private‐sector	 companies.”	 (Huang,	 2011)	 It	 is	unclear	how	
big	 Chinas	 underground	 lending	 might	 be,	 but	 in	 October	 UBS	 estimated	 it	 could	 be	


















According	 to	 the	 interviews	 with	 several	 practitioners	 in	 the	 U.S.	 real	 estate	














many	 of	 them	 have	 made	 millions	 of	 purchase	 in	 fixed	 assets	 and	 bought	 hundreds	 of	
apartment	 properties	 across	 the	 country	 in	 China.	 For	 example,	 a	 few	 residential	
developments,	including	one	of	the	most	expensive	residential	properties	on	Yangzi	River,	
Shimao	 Riverside	 Garden,	 in	 Shanghai	 were	 bought	 in	 wholesale	 by	 investors	 from	
Wenzhou.	“Wenzhou	 investors	played	a	disproportionately	 large	role	 in	 the	market.”	28As	
the	government	started	 to	cool	down	the	real	estate	market	 from	speculations,	Wenzhou	




















the	U.S.	market	 in	 terms	of	 the	regulations	and	 legal	 setups	 is	quite	straightforward.	The	
information	 is	 transparent	 and	 accessible	 to	 the	 public.	 Most	 U.S.	 Secretary	 of	 States	
provide	 the	 information	 on	 the	 requirements	 for	 the	 needed	 registration	 documents	 for	
doing	business	in	that	particular	state.		
Another	 piece	 of	 legislation	 regarding	 the	 entry	 of	 the	 foreign	 business	 is	 “The	
Foreign	 Investment	 and	National	 Security	 Act	 of	 2007	 (FINSA)”,	which	 became	 effective	
October	24,	2007,	and	was	substantially	 revised	 in	 section	721.	 It	 should	have	very	 little	
impact	 on	Chinese	private	 investors	 as	 the	 focus	 of	 the	 legislation	 is	 to	 provide	national	
security	 review	 of	 foreign	 investments	with	 certain	mergers,	 acquisitions	 and	 takeovers	
that	might	 result	 in	 foreign	 control	 of	 a	 U.S.	 business.	 For	 example,	 foreign‐government	
controlled	 transactions	 and	 business	 involving	 critical	 technologies	 and	 infrastructures.	
The	 Chinese	 private	 investments	 discussed	 in	 this	 thesis	 should	 be	 excluded	 from	 the	
review	 scope;	 however,	 the	 existence	 of	 this	 legislation	 should	 be	 made	 aware	 to	 the	
investors,	and	more	information	can	be	found	at	U.S.	Department	of	the	Treasury	website.30	
In	 summary,	 investment	 activities	 involved	 with	 doing	 business	 in	 China	 and/or	












constraints	 and	 difficulties	 to	 the	 investors.	 Investors	 should	 stay	 alert	 as	 observing	 the	
market	 and	 the	policy	 change	 indicators	 that	 are	discussed	 in	 the	previous	 sections,	 and	











After	 identifying	 the	 important	policy	 indicators,	 this	section	 further	examines	the	
investment	vehicles	that	currently	take	place	in	the	U.S.	real	estate	market	for	the	Chinese	
private	 investors	 by	 recounting	 the	 most	 used	 legal,	 financial	 and	 tax	 setups.	 It	 also	
evaluates	how	these	 investments	are	structured,	utilized	and	strategized	to	maximize	the	
benefits	for	investors.	
Due	 to	 the	 large	 variety	 of	 the	 investors’	 profiles,	 project	 size,	 investment	 time	







When	setting	up	 investment	projects	 in	the	U.S.,	 taxation	 is	often	one	of	 the	major	
concerns	addressed	first	as	the	Chinese	private	investors	are	mostly	taxable.	For	example,	
if	 the	main	 concern	 in	 the	 tax	 perspective	 is	 the	 avoidance31	of	 double	 taxation,	 Limited	
Partnership	 (L.P.)	 and	 limited	 liability	 Companies	 (L.L.C.)	 may	 be	 preferred	 as	 they	 are	
flow‐through	entities	 for	tax	purposes,	while	traditional	C	Corporations	are	taxed	at	both	
corporate	level	and	the	shareholder	level.32	The	following	paragraphs	identify	the	types	of	
























Property	 tax	 is	 calculated	 based	 on	 the	 asset	 value	 each	 year.	 The	 tax	 is	













case‐by‐case	 basis	 depending	 upon	 the	 asset	 distribution,	 residence	 location	 and	
whether	 the	 individual	 intent	 to	 stay	 in	 the	 United	 States	 for	 long	 term,	 etc.	
Therefore,	 the	 investors	 should	 scrutinize	 how	 the	 investment	 is	 planned	 and	 the	
economic	model	utilized	in	determining	their	tax	position.	
For	 investors	 with	 Chinese	 citizenship,	 the	 tax	 exemption	 for	 estate	 tax	 is	
60,000	USD	for	entire	asset	values	held	within	the	United	States	when	the	assets	are	


























Chinese	 investors	are	also	subject	 to	gift	 tax	at	 the	rate	of	35%	(2012)	with	





Foreign	 Investment	 Real	 Property	 Tax	 Act	 (FIRPTA).	 FIRPTA	 is	 in	 effect	when	 the	
foreign	 investors	dispose	 the	assets.	 It	 is	enacted	because	 there	 is	a	 risk	of	 tax	not	
being	collected	when	the	foreign	investors	realize	their	gains	from	the	disposition	of	
the	 property	 and	 return	 to	 the	 home	 country.	 It	 is	 also	 because	 that	 there	 is	 no	
jurisdiction	to	tax	foreign	investors	on	capital	gains	within	the	country.35	The	FIRPTA	
was	 enacted	 in	 1980	 to	 stipulate	 the	 disposition	 of	 a	 U.S.	 real	 property	 interest	
(USRPI)36	being	 effectively	 connected	with	 a	U.S.	 trade	 or	business,	 and	 essentially	















redemption,	 gift,	 transfers,	 etc.38,	 and	 FIRPTA	 stipulates	 that	 the	 buyer	 is	 the	
withholding	 agent.	 If	 the	 Chinese	 investors	were	 buying	 properties	 from	 a	 foreign	
owner	from	another	country,	the	Chinese	investors	should	also	withhold;	otherwise,	
they	are	liable	for	taxed	owned.		
The	 10%	withholding	 that	 applies	 to	 the	 amount	 realized,	 usually	 the	 sale	
price,	 is	 irrespective	 of	 the	 gain	 on	 neither	 the	 sale,	 nor	 the	 tax	 amount	 owned.	




Structuring	 real	 estate	 investment	 in	 the	 U.S.	 with	 consideration	 of	 taxation	 and	
legal	 setup	 involved	 trade‐offs	 and	 making	 choices	 based	 on	 the	 profiles	 of	 different	
investors.	 The	 goal	 is	 to	 minimize	 legal	 and	 financial	 liability,	 as	 well	 as	 to	 create	 an	
optimally	efficient	investment	vehicle	for	tax	purpose.		
For	example,	certain	high‐net‐worth	investors	are	sensitive	to	estate	tax	as	it	can	be	
very	high	 in	 the	U.S.;	however,	 the	possible	disadvantages	 in	 income	 tax	should	be	made	













Direct	 Investment	 is	 the	 simplest	 and	most	 straightforward	method	utilized	
within	 the	 Chinese	 private	 investor	 community.	 The	 investor	 owns	 the	 properties	
under	his	or	her	personal	name.	The	advantages	of	this	structure	are	1)	 it	requires	
less	legal	and	business	planning;	2)	there	is	no	second	layer	of	corporate	tax,	and	the	
owner	 can	 take	 advantage	 of	 the	 lower	 capital	 gain	 tax	 rate	 of	 15%.	 The	
disadvantages	are:	1)	the	individual	investor	is	subjected	to	estate	tax	upon	death;	2)	
the	highest	 individual	 income	 tax	rate	can	be	higher	 than	 the	corporate	 tax	 rate	of	
35%;	3)	 the	 investor	needs	to	 file	 tax	returns	and	reveal	his	or	her	 identity	 to	 IRS;	






































limited	 liability	 to	 his	 properties.	 The	 most	 predominant	 disadvantage	 is	 that	 the	
corporation	 is	 subject	 to	 double	 taxation	 for	 income	 that	 is	 not	 reinvested	 in	 the	
business,	 such	 as	 rental	 incomes	 and	 dividends	 paid	 out,	 including	 the	 sale	 of	 the	
property,	which	is	subject	to	the	branch	profit	tax	at	30%	rate,	unless	the	corporation	
can	 liquidate	 after	 the	 sale,	 in	 this	 case,	 repatriation	 of	 the	 profit	 is	 free	 of	



































Many	 of	 the	 foreign	 corporations	 are	 set	 up	 in	 the	 tax	 haven	 for	 privacy	
protection	 and	 their	 business	 locations	 in	 the	 U.S.	 are	 set	 up	 as	 a	 U.S.	 property	
holding	company.	The	tiered	structure	is	more	desired	for	the	avoidance	of	revealing	
personal	identification,	U.S.	estate	and	gift	taxes.	It’s	always	preferable	to	have	only	
one	 property	 for	 one	 holding	 company,	 so	 that	 upon	 sale	 of	 the	 property,	 the	U.S.	










































community	 is	 irrevocable	 trust	 that	 is	 used	 to	 avoid	 paying	 for	 estate	 tax	 and	
revealing	of	personal	identification.	The	trust	is	taxed	at	personal	rate;	therefore,	the	










































Among	 the	 above	 three	 structures,	 the	 direct	 investment	 is	 still	 the	most	 utilized	
mean	for	the	Chinese	private	investors	in	the	U.S.	real	estate	market	today,	according	to	the	
interviews	with	 fund	 tax	 services	 in	New	York..	 Evidently,	 the	 investment	activities	 from	
the	Chinese	private	 sector	 are	 small‐scaled,	 and	 the	 investors	 are	mostly	 high‐net‐worth	
individuals;	the	investment	business	structure	is	quite	simple	and	unsophisticated.		





















	 Direct	Investment	 Foreign	Corp.	 Foreign	Trust	
Personal	Liabilities	 Full	 Limited		 Limited	
Estate	tax	 Yes	 No	 No	
Gift	Tax	*	
(For	real	property)	 Yes	 Yes	 Yes	
Long	Term	Capital	Gain	at	15%	 Yes	 No	 Yes	
Corporate	Tax	of	35%	 No	 Yes	 No	
Revealing	of	Personal	Identity	 Yes	 No	 No	
Business	Operation	 Less	costly	 More	costly	 More	Costly	























Section	 2	 and	 Section	 3	 define	 the	 policy	 indicators,	 barriers	 and	 investment	
landscapes	 for	 the	 Chinese	 private	 investors	 in	 the	 U.S.	 real	 estate	 market;	 section	 4	
examines	 the	 current	 investment	 vehicles	 and	 how	 they	 are	 structured	 legally	 and	
financially.	 What	 can	 be	 concluded	 from	 the	 previous	 analysis	 are:	 1)	 the	 demand	 for	
capital	 to	 boost	 U.S.	 real	 estate	 market	 and	 the	 supply	 of	 capital	 from	 increasing	 fiscal	
surplus	 and	 wealth	 accumulation	 in	 China	 create	 the	 potential	 viable	 business	
opportunities;	2)	the	full	growth	of	the	business	relies	on	the	supporting	policies,	especially	
the	ease	on	the	capital	control	policy	in	China;	3)	the	current	business	practices	are	simple	
and	 less	 sophisticated;	 4)	 the	 size	 of	 current	 investments	 is	mostly	unsubstantial;	 5)	 the	








Although	 the	 U.S.	 as	 the	 destination	 country	 doesn’t	 present	 many	 regulation	
obstacles	 for	 the	 entry	 to	 the	market,	many	 of	 the	 Chinese	 investors	 are	 still	 concerned	
with	the	business	and	market	climate	as	they	venture	abroad.	Based	on	the	interviews	with	








The	 U.S.	 real	 estate	market	 is	 much	more	 developed	 and	mature	 than	 the	
Chinese	real	estate	market;	the	level	of	sophistication	and	complexity	often	can	be	
overwhelming	 to	 local	 experts,	 and	 much	 more	 challenging	 to	 foreign	 investors	
without	 previous	 business	 experience	 in	 this	 country.	 Although	 most	 investment	
information	is	accessible,	the	vast	amount	of	data,	broad	based	sources	and	various	
geographical	 differences	 make	 it	 difficult	 for	 foreign	 investors	 to	 start	 new	
businesses.		At	a	micro	level,	understanding	the	specific	character	of	one	particular	
market	 or	 one	 type	 of	 asset	 requires	 even	 fine‐tuned	 knowledge	 and	 skills.	 Local	
real	estate	customs	and	practices	add	another	layer	of	complexity.		
In	February	of	2012,	more	than	70	Chinese	investors,	led	by	the	Department	
of	 Commerce	 of	 China,	 visited	 multiple	 U.S.	 cities	 to	 promote	 investments	 in	 the	




The	 unfamiliarity	 results	 in	 misgauge	 of	 the	 market	 in	 many	 cases.	 One	
interviewee	 from	 a	 large	 real	 estate	 brokerage	 firm	 claimed	 that	 many	 Chinese	
investors	 came	without	 clear	 goals	 and	 expectations	 for	 their	 investments.	 Often,	
they	 put	 money	 into	 wrong	 products	 that	 they	 didn’t	 intend	 to	 acquire,	 and	
therefore	anticipate	unrealistic	 returns.	Some	of	 the	misgauges	are	also	caused	by	
language	and	terminology	differences	between	the	two	markets.	For	example,	Class	




Class	 B	 office	 in	 central	 Beijing;	 therefore,	mismatching	 between	 the	 anticipation,	
purchase	price	and	final	products	are	quite	common.	Another	misgauge	comes	from	
the	additional	cost	associated	with	marketing,	transaction	and	service	fee	etc.,	which	
are	often	underestimated	by	 the	 investors.	For	example,	mansion	tax	of	1%	of	 the	




Other	 risks	 also	 include	 differences	 between	 the	 home	 country	 and	 the	
destination	country	 in	 terms	of	 legal	and	regulatory	environment,	 taxation	and	 its	
implications	and	different	forms	of	investment	vehicles.	For	example,	a	lawyer	is	not	
an	 essential	 part	 of	 a	 real	 estate	 transaction	 in	 China,	 but	 is	 required	 in	 the	 U.S..	
Many	 business	 concepts	 can	 be	 very	 foreign	 to	 the	 Chinese	 Investors,	 and	 create	
steep	learning	curves	in	managing	foreign	business	and	operations.	A	few	successful	
cases,	 such	 as	 Soho	 China’s	 acquisition	 for	 Park	 Plaza	 was	 largely	 due	 to	 the	












Finally,	 cultural	 and	behavior	 factors	 play	 significant	 roles	 that	might	 have	
prevented	 the	 investors	 from	meaningful	 foreign	 real	 estate	 investments.	 Chinese	
investors	 tend	 to	 run	 business	 as	 if	 they	 were	 in	 China:	 provisions	 in	 business	
contracts	 are	 not	 always	 strictly	 followed.	 The	 investors	 are	 less	 aware	 of	
prospective	 competitions	 and	 management	 efficiency,	 as	 they	 can	 be	 slow	 in	
decision‐making	 and	 lose	 competitive	 advantages	 as	 the	 market	 turns	 quickly.	
Lastly,	 they	 are	 less	 experienced	when	working	with	 joint	 venture	 partners	with	





Evidently,	 a	disconnection	exists	between	 the	U.S.	 real	 estate	market	 side	 and	 the	
Chinese	 private	 investor	 community	 side.	 The	 proposed	 business	 would	 be	 based	 on	 a	
Chinese	 citizen	 as	 a	 trusted	 real	 estate	 adviser	 who	 could	 target	 real	 estate	 investment	
opportunities	 in	 the	U.S.,	 assemble	a	group	of	private	 investors	 from	China,	and	 facilitate	
and	manage	their	investment	activities	in	the	U.S..	
The	qualifications	of	the	advisor	should	include	but	not	limited	to:		
1) Understanding	 of	 the	 home	 market	 conditions	 in	 China	 and	 the	 investment	
destination	market	in	the	U.S.;		
2) Understanding	of	the	business	custom	and	local	practice	of	both	countries;		





4) Expertise	 in	 legal	 and	 business	 issues	 that	 may	 rise	 during	 the	 course	 of	 the	
investment	and	ability	to	counsel	about	options	and	respective	consequences;		










in	 China	 by	 identifying	 potential	 projects	 and	 performing	 due	 diligence	 work	 on	
behalf	 of	 the	 investors,	 and	 the	 advisor	 would	 be	 the	 sole	 representative	 for	 the	
Chinese	 investors;	1b)	 the	 advisor	 could	 then	 include	 the	 service	of	 executing	 the	











Eventually,	 the	 business	 can	 mature	 into	 a	 foreign	 private	 real	 estate	
opportunity	fund.	
The	 following	 paragraphs	 examine	 the	 business	 models	 in	 terms	 of	
structuring	 issues,	 target	 clients,	 target	 projects,	 fund	 raising,	 marketability,	




































































As	 illustrated	 in	 the	 above	diagram,	 the	 full	 scope	of	 the	proposed	 advisory	
business	will	be	at	the	center	of	the	actions;	the	work	scope	of	the	business	includes	
eight	major	components:		
























3) Preparing	 or	 arranging	 for	 due	 diligence	 studies	 for	 the	 potential	 assets,	











The	 advisory	 business	 is	 fee‐based	 and	 deal‐oriented	 business.	 While	 each	
deal	is	different	and	depends	on	size,	complexity,	and	myriad	other	factors,	generally	
the	investor	is	charged	at	the	upfront	of	the	acquisition	at	2.5%‐4%44	of	the	purchase	
price	 for	 advisory	 services	 and	 the	 payments	 to	 the	 other	 hired	 consultants.45		
Thereafter,	the	net	operating	income	each	year	would	cover	annual	managing	fee	for	




















properties	 with	 signed‐up	 leases	 that	 can	 provide	 steady	 and	 guaranteed	 mid	 to	
long‐term	 rental	 incomes	 for	 the	 investor.	 Large	 corporate	 tenants,	 such	 as	 a	
freestanding	McDonald	restaurant	that	has	stabilized	leases,	are	preferable	to	reduce	
the	chance	of	defaults;	this	type	of	asset	would	almost	perform	like	a	corporate	bond	
in	 the	 real	estate	 format.	Multi‐family	 residential	property	with	high	percentage	of	
leases	signed	up	can	be	another	option	at	relatively	larger	scale.	In	general,	the	target	
assets	 are	 expected	 to	 be	 the	 low‐risk	 investments	 with	 attractive	 risk	 adjusted‐
returns.	47	
The	 target	 clients	 would	 mostly	 be	 high‐net‐worth	 individuals	 who	 have	
sufficient	 financial	 resources	and	are	 looking	 for	 safe	assets	 in	 the	U.S.	 to	preserve	
their	 wealth	 and	 diversify	 their	 investment	 portfolio	 in	 China.	 Therefore,	 the	
expected	 return	 will	 be	 at	 the	 lower	 end	 and	 adjusted	 to	 the	 borne	 risks.	 Major	
benchmarks	 for	 comparison	 purposes	 are	 the	 bank	 deposit	 rate	 and	 the	 Chinese	
Treasury	bond	rate	 for	one	year	and	 five	years,	as	both	are	 the	most	common	safe	


















The	 initial	 fund	 raising	 can	 be	 conducted	 through	 personal	 connections	 or	
family‐friend‐oriented	trusted	networks.	The	advisor	should	also	get	in	contact	with	
local	 Chinese	 personal	wealth	management	 advisors	 at	 the	 banks	 and	 present	 the	

















The	 marketability	 of	 the	 business	 hinges	 upon	 how	 it	 can	 bridge	 the	
disconnection	between	the	Chinese	investors	and	the	local	real	estate	market	in	the	
U.S.,	 meanwhile	 simultaneously	 differentiating	 itself	 from	 other	 similar	 competing	
businesses.		
There	 are	many	 existing	 legal	 and	 financial	 service	 firms	 that	 practice	 real	
estate	advisory	in	today’s	market;	however,	most	of	 firms	expressly	claim	that	they	
do	 not	 provide	 advice	 or	 opinions	 regarding	 issues	 that	 are	 outside	 of	 their	
professions,	 and	 their	 services	 are	paid	on	hourly	 rates.	 For	 example,	 the	 attorney	
who	is	hired	for	EB‐5	Investor	Program	application	will	help	the	investors	to	gather	
related	 project	 information	 and	 process	 the	 legal	 application	 through	 the	
government,	 but	 will	 not	 provide	 service	 regarding	 how	 to	 choose	 an	 EB‐5	
investment	project	that	are	profitable.	A	fund	tax	service	will	plan	the	tax	strategies	
















10,000000	USD	million50.	1%	annual	management	 fee	 for	 the	proposed	business	 is	
also	attractive,	as	most	private	real	estate	equity	 funds	charge	typically	at	1.5	%	of	
total	capital	 invested	 for	annual	management	 fee,	and	hedge	 funds	charge	 typically	


























If	 the	managing	 fee	were	 charged	 at	 1%	of	 the	 purchase	 price,	 the	minimum	 total	
project	 size	 would	 be	 26,000,000	 USD	 in	 order	 to	 break	 even	 for	 the	 business	
operation	in	the	 initial	year.	However,	based	on	the	previous	analysis	on	the	target	
client	 group,	 it	 may	 be	 difficult	 to	 raise	 enough	 capital	 at	 the	 beginning	 stage.	
Therefore,	 the	business	models	 are	built	 based	on	 the	 initial	 investment	project	 of	
10,000,000	USD	that	are	more	realistic	to	achieve.	52		
As	mentioned	 previously,	 the	 business	 charges	 2.5%	 to	 4%	 commissions	 at	
upfront	for	acquisition	and	at	the	end	for	disposition	of	the	assets,	including	the	cost	
of	 third‐party	consultants.	The	annual	management	fee	 is	1%	to	2%.	Below	are	the	










  Employee Salary 200,000$              
  Employee Benefits 50,000$                
  Rent ‐$                      
Other 10,000$                
Total Operating Expenses 260,000$              









It’s	 assumed	 that	 the	 investors	would	 hold	 the	 project	 for	 at	 least	 5	 years.	
The	advisory	business	would	acquire	the	asset	on	behalf	of	 the	 investor	at	 time	0,	
and	manage	the	asset	through	year	1	to	year	5,	and	disposition	the	asset	at	year	5.	
Based	 on	 the	 cash	 flow	 generated	 by	 10,000,000	USD	 of	 investment	 at	 5%	 initial	
yield,	3%	inflation	rate	and	the	terminal	cap	rate	of	5.25%,	the	investment	project	
level	return	can	be	achieved	at	7.1%.	At	the	investor	level,	the	internal	rate	of	return	
is	 5.1%	 after	 subtracting	 the	management	 fee,	 acquisition	 fee	 and	 disposition	 fee	
from	the	cash	 flows.	The	current	rate	 for	one‐year	bank	deposit	 in	China	 is	2.85%	
and	 4.75%	 for	 5‐year	 deposit.	 	 Current	 Chinese	 one‐year	 Treasury	 bond	 rate	 is	
3.7%,	and	5‐year	Treasury	bond	is	5.32%.	Therefore,	the	investment	projects	would	
perform	comparably	well	as	the	most	common	safe	assets	in	China	as	the	returns	of	












After	 ensuring	 the	 viability	 of	 the	 invested	 project,	 the	 next	 step	 is	 to	
evaluate	 the	 profitability	 of	 the	 advisory	 business	 itself.	 Three	 scenarios	 are	
performed	 to	 examine	 the	minimal	 revenue	 needed	 each	 year	 for	 the	 business	 to	
break	even	and	grow.	All	scenario	models	are	built	based	on	the	initial	investment	of	
10,000,000	USD	as	discussed	previously.	Scenario	1	looks	at	the	possibility	for	the	
business	 to	 break	 even	 in	 the	 shortest	 amount	 of	 time	 with	 more	 optimistic	
forecasting	 on	 investment	 project	 size;	 scenario	 2	 takes	 a	more	 conservative	 and	
pessimistic	 approach	 for	 forecasting	 with	 no	 growth	 after	 the	 initial	 project;	
scenario	 3	 proposes	 a	 middle	 ground	 between	 scenario	 1	 and	 scenario	 2,	 and	





even	 in	 the	 following	 year	 if	 the	 project	 size	 increases	 to	 16,000,000	 USD,	which	
Year 0 1 2 3 4 5
Investment Cash Flow (initial)
  Acquisition Cost (10,000,000)$         ‐$              ‐$                  ‐$                 ‐$                ‐$                   
  Investment Cash Flow ‐$                      500,000$       515,000$           530,450$          546,364$        562,754$            
  Terminal Value ‐$                      ‐$              ‐$                  ‐$                 ‐$                11,040,705$       
Total project Cash Flow (10,000,000)$         500,000$       515,000$           530,450$          546,364$        11,603,460$       
Project IRR 7.1%
Investor Cash Flow (10,300,000)$         400,000$       415,000$           430,450$          446,364$        11,282,646$       
Investor IRR 5.1%
Fees
  Management Fee 100,000$              100,000$       100,000$           100,000$          100,000$        100,000$            
  Acquisition Fee 200,000$              ‐$              ‐$                  ‐$                 ‐$                ‐$                   
  Disposition Fee ‐$                      ‐$              ‐$                  ‐$                 ‐$                220,814$            












10,000,000	 USD	 each	 year	 after	 the	 initial	 investment,	 the	 business	 would	 suffer	
160,000	USD	 and	67,500	USD	 losses	 in	 year	 0	 and	 year	 1.	However,	 the	 business	
would	 turn	 profitable	 in	 year	 2	 and	 maintain	 a	 healthy	 growth	 in	 the	 following	
years.		
	
Year 0 1 2 3 4 5 6 7 8 9
New Project Aquired 10,000,000$          16,000,000$ 16,000,000$      16,000,000$     16,000,000$ 16,000,000$       16,000,000$    16,000,000$       16,000,000$  16,000,000$   
Project Disposed 10,000,000$       16,000,000$    16,000,000$       16,000,000$  16,000,000$   
Ongoing Project 10,000,000$          26,000,000$ 42,000,000$      58,000,000$     74,000,000$ 80,000,000$       80,000,000$    80,000,000$       80,000,000$  80,000,000$   
Value of Project Disposed 10,143,648$ 16,229,837$       16,229,837$    16,229,837$       16,229,837$  16,229,837$   
Consultant Fee
  Acquisition Fee 200,000$              320,000$       320,000$           320,000$          320,000$       320,000$            320,000$         320,000$            320,000$       320,000$         
  Disposition Fee ‐$                      ‐$              ‐$                  ‐$                 202,873$       324,597$            324,597$         324,597$            324,597$       324,597$         
Total 200,000$              320,000$       320,000$           320,000$          522,873$       644,597$            644,597$         644,597$            644,597$       644,597$         
Fee Income
  Management Fee 100,000$              260,000$       420,000$           580,000$          740,000$       800,000$            800,000$         800,000$            800,000$       800,000$         
Business Oporating Expenses
  Employee Salary 200,000$              206,000$       212,180$           218,545$          225,102$       231,855$            238,810$         245,975$            253,354$       260,955$         
  Employee Benefits 50,000$                51,500$         53,045$             54,636$            56,275$         57,964$              59,703$           61,494$              63,339$         65,239$           
  Rent ‐$                      ‐$              ‐$                  40,000$            40,000$         40,000$              40,000$           40,000$              40,000$         40,000$           
Other 10,000$                10,000$         10,000$             10,000$            10,000$         10,000$              10,000$           10,000$              10,000$         10,000$           
Total Operating Expenses 260,000$              267,500$       275,225$           323,182$          331,377$       339,819$            348,513$         357,468$            366,693$       376,193$         
Profit (160,000)$             (7,500)$         144,775$           256,818$          408,623$       460,181$            451,487$         442,532$            433,307$       423,807$         
NPV 1,054,681$           







A	 NPV	 study	 is	 conducted	 for	 the	 projected	 10‐year	 future	 cash	 inflows	 at	 the	
business	level.	It’s	assumed	that	the	business	is	all	equity	financing,53	and	the	cost	of	
capital	of	 the	proposed	business	 is	14.8%.	54	Respectively,	 the	NPV	of	 the	business	
















Year 0 1 2 3 4 5 6 7 8 9
New Project Aquired 10,000,000$          10,000,000$ 10,000,000$      10,000,000$     10,000,000$ 10,000,000$       10,000,000$    10,000,000$       10,000,000$  10,000,000$   
Project Disposed 10,000,000$       10,000,000$    10,000,000$       10,000,000$  10,000,000$   
Ongoing Project 10,000,000$          20,000,000$ 30,000,000$      40,000,000$     50,000,000$ 50,000,000$       50,000,000$    50,000,000$       50,000,000$  50,000,000$   
Value of Project Disposed 10,143,648$ 10,143,648$       10,143,648$    10,143,648$       10,143,648$  10,143,648$   
Consultant Fee
  Acquisition Fee 200,000$              200,000$       200,000$           200,000$          200,000$       200,000$            200,000$         200,000$            200,000$       200,000$         
  Disposition Fee ‐$                      ‐$              ‐$                  ‐$                 202,873$       202,873$            202,873$         202,873$            202,873$       202,873$         
Total 200,000$              200,000$       200,000$           200,000$          402,873$       402,873$            402,873$         402,873$            402,873$       402,873$         
Fee Income
  Management Fee 100,000$              200,000$       300,000$           400,000$          500,000$       500,000$            500,000$         500,000$            500,000$       500,000$         
Business Oporating Expenses
  Employee Salary 200,000$              206,000$       212,180$           218,545$          225,102$       231,855$            238,810$         245,975$            253,354$       260,955$         
  Employee Benefits 50,000$                51,500$         53,045$             54,636$            56,275$         57,964$              59,703$           61,494$              63,339$         65,239$           
  Rent ‐$                      ‐$              ‐$                  40,000$            40,000$         40,000$              40,000$           40,000$              40,000$         40,000$           
Other 10,000$                10,000$         10,000$             10,000$            10,000$         10,000$              10,000$           10,000$              10,000$         10,000$           
Total Operating Expenses 260,000$              267,500$       275,225$           323,182$          331,377$       339,819$            348,513$         357,468$            366,693$       376,193$         
Profit (160,000)$             (67,500)$        24,775$             76,818$            168,623$       160,181$            151,487$         142,532$            133,307$       123,807$         
NPV 199,087$              





terminal	 cap	 rate	 of	 5.25%)	 the	project	 IRR	would	 reach	15.4%,	 and	 the	 investor	
IRR	would	reach	12.7%	as	the	effect	of	the	growth	rate.		
	
With	5%	growth	rate,	 the	business	 itself	would	still	 turn	profitable	 in	year	2	with	
better	 returns	 each	 year	 respectively.	 5%	 growth	 rate	 is	 quite	 conservative	




It	 may	 be	 arguable	 that	 the	 initial	 project	 size	 of	 10,000,000	 USD	 may	 be	 too	
ambitious	 to	achieve.	Based	on	an	analysis	of	 initial	project	 size	of	7,000,000	USD	
Year 0 1 2 3 4 5
Investment Cash Flow (initial)
  Acquisition Cost (10,000,000)$         
  Investment Cash Flow 700,000$       721,000$           742,630$          764,909$        787,856$            
  Terminal Value 15,456,988$       
Total project Cash Flow (10,000,000)$         700,000$       721,000$           742,630$          764,909$        16,244,844$       
Project IRR 15.4%
Investor Cash Flow (10,360,000)$         540,000$       561,000$           582,630$          604,909$        15,775,704$       
Investor IRR 12.7%
Fees
  Management Fee 160,000$              160,000$       160,000$           160,000$          160,000$        160,000$            
  Acquisition Fee 200,000$              ‐$                 ‐$                
  Disposition Fee ‐$                      ‐$              ‐$                  ‐$                 309,140$            
Total 360,000$              160,000$       160,000$           160,000$          160,000$        469,140$            
Year 0 1 2 3 4 5 6 7 8 9
New Project Aqcuired 10,000,000$          10,500,000$ 11,025,000$      11,576,250$     12,155,063$ 12,762,816$       13,400,956$    14,071,004$       14,774,554$  15,513,282$   
Project Dispositioned 10,000,000$ 10,500,000$       11,025,000$    11,576,250$       12,155,063$  12,762,816$   
Ongoing Project 10,000,000$          20,500,000$ 31,525,000$      43,101,250$     45,256,313$ 47,519,128$       49,895,085$    52,389,839$       55,009,331$  57,759,797$   
Value of Project Dispositioned 10,143,648$ 10,650,831$       11,183,372$    11,742,541$       12,329,668$  12,946,151$   
Consultant Fee
  Acquisition Fee 200,000$              210,000$       220,500$           231,525$          243,101$       255,256$            268,019$         281,420$            295,491$       310,266$         
  Disposition Fee ‐$                      ‐$              ‐$                  ‐$                 202,873$       213,017$            223,667$         234,851$            246,593$       258,923$         
Total 200,000$              210,000$       220,500$           231,525$          445,974$       468,273$            491,687$         516,271$            542,084$       569,189$         
Fee Income
  Management Fee 100,000$              205,000$       315,250$           431,013$          452,563$       475,191$            498,951$         523,898$            550,093$       577,598$         
Business Oporating Expenses
  Employee Salary 200,000$              206,000$       212,180$           218,545$          225,102$       231,855$            238,810$         245,975$            253,354$       260,955$         
  Employee Benefits 50,000$                51,500$         53,045$             54,636$            56,275$         57,964$              59,703$           61,494$              63,339$         65,239$           
  Rent ‐$                      ‐$              ‐$                  40,000$            40,000$         40,000$              40,000$           40,000$              40,000$         40,000$           
Other 10,000$                10,000$         10,000$             10,000$            10,000$         10,000$              10,000$           10,000$              10,000$         10,000$           
Total Operating Expenses 260,000$              267,500$       275,225$           323,182$          331,377$       339,819$            348,513$         357,468$            366,693$       376,193$         
Profit (160,000)$             (62,500)$        40,025$             107,831$          121,186$       135,373$            150,438$         166,430$            183,401$       201,405$         
NPV 368,544$              






























Year 0 1 2 3 4 5 6 7 8 9
New Project Aquired 7,000,000$            10,000,000$ 10,000,000$      10,000,000$     10,000,000$   10,000,000$       10,000,000$    10,000,000$       10,000,000$  10,000,000$   
Project Disposed 10,000,000$       10,000,000$    10,000,000$       10,000,000$  10,000,000$   
Ongoing Project 7,000,000$            17,000,000$ 27,000,000$      37,000,000$     47,000,000$   47,000,000$       47,000,000$    47,000,000$       47,000,000$  47,000,000$   
Value of Project Disposed 7,100,554$     10,143,648$       10,143,648$    10,143,648$       10,143,648$  10,143,648$   
Consultant Fee
  Acquisition Fee 140,000$              200,000$       200,000$           200,000$          200,000$        200,000$            200,000$         200,000$            200,000$       200,000$         
  Disposition Fee ‐$                      ‐$              ‐$                  ‐$                 142,011$        202,873$            202,873$         202,873$            202,873$       202,873$         
Total 140,000$              200,000$       200,000$           200,000$          342,011$        402,873$            402,873$         402,873$            402,873$       402,873$         
Fee Income
  Management Fee 70,000$                170,000$       270,000$           370,000$          470,000$        470,000$            470,000$         470,000$            470,000$       470,000$         
Business Oporating Expenses
  Employee Salary 200,000$              206,000$       212,180$           218,545$          225,102$        231,855$            238,810$         245,975$            253,354$       260,955$         
  Employee Benefits 50,000$                51,500$         53,045$             54,636$            56,275$          57,964$              59,703$           61,494$              63,339$         65,239$           
  Rent ‐$                      ‐$              ‐$                  40,000$            40,000$          40,000$              40,000$           40,000$              40,000$         40,000$           
Other 10,000$                10,000$         10,000$             10,000$            10,000$          10,000$              10,000$           10,000$              10,000$         10,000$           
Total Operating Expenses 260,000$              267,500$       275,225$           323,182$          331,377$        339,819$            348,513$         357,468$            366,693$       376,193$         
Profit (190,000)$             (97,500)$        (5,225)$             46,818$            138,623$        130,181$            121,487$         112,532$            103,307$       93,807$          
NPV 47,369$                















Once	 there	 are	 enough	 accumulated	 equity	 and	 track	 records,	 the	 service	
business	then	can	be	expanded	to	a	joint	venture	for	one‐off	deals;	it	would	focus	on	









3) In	 the	 case	of	 acquisition,	preparing	or	 arranging	due	diligence	 studies	 for	 the	
potential	 assets,	 examining	 the	 past	 performance	 of	 the	 existing	 assets,	
forecasting	 the	 future	 cash	 flow	 and	 contemplating	 a	 business	 plan	 for	 each	
specific	 investment;	 in	 the	 case	 of	 new	 development,	 preparing	market	 study,	
conducting	 feasibility	 study	 of	 the	 new	 development	 project,	 strategizing	 for	
entitlements;	
4) Preparing	 investment	agreements,	 setting	up	business	entity	 for	acquisition	or	
development	in	the	U.S.;	












preferred	returns	negotiated	with	 the	 investors.	 If	 excess	profit	were	achieved,	 the	
general	partner	would	 receive	a	 significant	percentage	of	promoted	benefit.	As	 the	
asset	 acquisitions	 become	more	 complex,	 and	 the	development	 of	 new	project	 has	
the	highest	risk	regime,	the	investors	would	expect	higher	risk‐adjusted‐returns.		
Individual	Limited	Liability	Company	will	be	formed	for	each	project,	and	be	
disposed	once	 the	project	 is	completed	 for	 the	partners	 to	exit.	As	discussed	 in	 the	
previous	section,	the	sale	of	the	L.L.C	will	avoid	the	withholding	tax	in	the	U.S.	for	the	
sale	proceeds.		
One‐off	 deals	 are	 project	 specific	 and	 guided	 by	 contractual	 business	





Some	 of	 the	 previous	 clients	 established	 during	 the	 advisory	 service	 period	





records.	As	 the	 size	of	 the	projects	and	 the	 involved	 risks	grow,	 the	profiles	of	 the	
investors	are	expected	to	change.	The	investors	would	look	for	higher	risk‐adjusted	
returns	on	top	of	an	alternative	asset	to	diversify	their	portfolio.	
The	 target	 project	 would	 be	 multi‐tenant	 commercial	 buildings,	 including	
office,	retail	and	market	rate	multi‐family	buildings	in	large	metropolitan	areas	such	
as	New	York,	DC,	Boston,	San	Francisco	and	Los	Angeles.	If	the	joint	venture	is	set	up	
for	EB‐5	 investor	program,	 the	potential	 target	 assets	 could	 also	 include	hotel	 and	
senior	housing	that	can	provide	 job	creation	during	the	course	of	 the	 investment.55	
The	 joint	 venture	 would	 also	 take	 on	 new	 development	 projects	 that	 range	 from	




As	 the	 size	 of	 the	 project	 grows,	 the	 business	 can	 start	 to	 establish	 Chinese	
local	contact	office.	The	advisor	himself/herself	would	spend	more	time	networking	
with	 Chinese	 investors	 through	 business	 clubs,	 executive	 business	 seminars,	 and	
government‐organized	investment	forums	etc.	As	mentioned	in	the	previous	sections	
that	 Wenzhou	 opens	 up	 as	 the	 first	 city	 to	 test	 the	 personal	 direct	 overseas	









The	 challenges	 for	 one‐off	 deal	 joint	 venture	 come	 from	 the	 uniqueness	 of	
each	deal	 that	 requires	 thorough	 research	 and	due	diligent	work	 from	 the	 general	
partner	side.	The	business	would	anticipate	a	lot	of	overhead	expense	on	searching	
and	 preparing	 for	 potential	 opportunities,	 and	 the	manager	 himself/herself	would	
dedicate	large	amount	of	time	to	assemble	the	deal,	communicate	with	the	investors	
and	organize	the	team.	Proficient	management	skills,	experience	and	local	networks	
would	 add	 into	 the	 interplays	 of	 the	 various	 essential	 elements	 required	 for	 the	
success	of	the	business.	
As	discussed	in	the	previous	sections,	current	Chinese	real	estate	investments	
in	 the	 U.S.	 are	 mostly	 from	 the	 state	 owned	 enterprises	 (SOE).	 Joint	 ventures	
between	Chinese	private	 investors	and	U.S.	 local	partners	are	not	often	seen	 in	 the	




The	 structure	 of	 the	 investment	 vehicle	 would	 work	 like	 most	 other	 joint	
ventures	 in	 the	market	 today.	The	 general	 partner	would	 contribute	 up	 to	 10%	of	
equity,	 and	 receive	 preferred	 returns	 as	 the	 hurdle	 rates	 achieved;	 excess	 profits	
would	be	split	between	the	general	partner	and	the	 investor	based	on	the	promote	
agreement.	Debt	can	be	obtained,	as	there	is	established	legal	entity	with	substantial	
equity	 held	 for	 the	 project	 in	 the	 U.S..	 However,	 it’s	 essential	 to	 understand	 the	
expected	returns	from	the	investor	side	in	order	to	perform	a	profitability	study,	and	



















































As	 the	business	development	plan	 is	 divided	 into	 three	 stages,	 the	 viability	 of	 the	
business	 shall	 be	 evaluated	 separately.	 The	 initial	 advisory	 business,	 where	 the	 advisor	





be	 a	 profitable	 if	 the	 kick‐off	 transactions	 in	 the	 first	 year	 can	 reach	 10,000,000	USD	 to	










As	 the	 business	 turns	 into	 one‐off	 deal	model	 and	 foreign	 real	 estate	 opportunity	
fund,	the	structure	of	the	investment	vehicle	would	work	like	most	other	joint	ventures	and	
opportunity	 funds	 in	 the	 U.S.	 market	 today.	 The	 evaluation	 of	 the	 business	 profitability	
would	require	future	studies	based	on	individual	deals	and	contractual	provisions.	It	is	also	




























































































































EB‐5	 Investor	 Program	 has	 become	more	 widely	 accepted	 in	 the	 recent	 years	 as	
China’s	 economy	 rises,	 and	 there	 are	 more	 high‐net‐worth	 individuals	 who	 have	













jobs.	 In	 this	 basic	 program,	 the	 term	 “new	 business	 enterprise”	 includes	 the	 action	 of	
creating	a	new	business,	buying	an	existing	business,	and	expending	an	existing	business.	
Multiple	investors	can	pool	their	money	to	invest	in	any	of	the	above	business	and	infuse	










business	 that	 locates	 in	a	Target	Employment	Area	(TEA)58.	Besides	creating	10	 full‐time	





Regional	 Center	 Investor	 Pilot	 Program	was	 created	 by	 USCIS	 to	 specifically	 help	
economic	 stressed	 areas.	These	 centers	 initiate	business	plans	and	pool	 the	money	 from	





expertise.	 Although	 the	 program	 sometimes	 channels	 the	 pooled	money	 to	 a	 real	 estate	
limited	partnership	program,	 the	 substance	of	 the	program	 is	 geared	 towards	 a	 carefree	






















































































Individual	 EB‐5	 investments	 are	 either	 500,000	 USD	 or	 1,000,000	 USD	
depending	 upon	whether	 the	 investment	 project	 locates	 in	 a	 TEA	 or	whether	 the	
invested	 business	 is	 a	 troubled	 business.	 If	 the	 proposal	 is	 based	 on	 the	 reduced	
$500,000	investment	threshold,	 it	must	clearly	 identify	 the	TEA.	 In	order	to	prove	
that	 the	proposed	regional	center	 is	 located	 in	an	area	of	high	unemployment,	 the	
proposal	 must	 either	 submit	 unemployment	 rate	 data	 or	 obtain	 a	 letter	 from	 an	
authorized	State	agent	certifying	that	the	area	has	been	designated	as	having	a	high	
rate	 of	 unemployment.	 Unemployment	 statistics	 can	 be	 obtained	 from	 the	 U.S.	
Census	 Bureau	 (http://quickfacts.census.gov/qfd/index.html)	 and	 the	 Bureau	 of	
Labor	 Statistics	 (www.bls.gov/lau/).	 States,	 the	 District	 of	 Columbia,	 and	 the	 U.S.	
territories	may	also	publish	local	area	unemployment	statistics	on	their	government	
websites.	 Certification	 letters	 can	 be	 obtained	 from	 State	 governors,	 unless	 the	






Lastly,	USCIS	 is	very	 strict	 about	 the	 legitimacy	of	 the	 fund	 resource.	Many	





The	 investor	 must	 scrutinize	 the	 process	 of	 job	 creation	 with	 sufficient	
documentation	and	proof.	An	economic	model	or	business	plan	must	be	provided	to	
demonstrate	the	methodologies	utilized	for	determining	job	creation.	Current	EB‐5	
investors	 favor	 hotels,	 as	 they	 can	 easily	 create	 jobs	 that	 are	 required	 for	 the	
application.		
USCIS	 now	 considers	 direct	 and	 indirect	 construction	 jobs	 created	 by	 the	
investor	that	last	at	for	at	least	2	years.	For	instance,	if	a	petitioner	can	reasonably	
prove	the	need	for	construction	work	for	35	hours	a	week	over	the	course	of	at	least	
two	 years,	 such	 positions	will	meet	 the	 full‐time	 requirement.	 However,	 if	 on	 the	
same	 project,	 the	 petitioner	 hires	 electricians	 who	 only	 came	 intermittently	 for	
three	or	four‐week	periods	over	the	course	of	the	project,	such	positions	would	not	
meet	the	full‐time	requirement.	(Source:	Zhang	&	Attorneys,	L.P.	)		
In	the	case	of	one‐off	joint	venture	deals	for	new	development,	construction	
job	creation	requirements	are	definitely	achievable.		
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